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Signs of Age

Since 1945, there have been ten economic expansions in the U.S., and on average, those expansions
have lasted 57 months. In September 2006, the current U.S. economic expansion will enter its 58"
month. The intention of highlighting that fact is not to imply that the current expansion is due to end;
in fact the last expansion endured for a record breaking 120 months. But this realization does
demonstrate that the current expansion is maturing, and with that maturity come some familiar signs
of age.

Perhaps most notable among them is a steady increase in inflation. Historically, prices have increased
at a greater rate later in an expansion than earlier in an expansion. Specifically, since 1945, prices
have increased at an annual average rate of 3.7 percent in the first half of an expansion versus 4.4
percent in the second half of an expansion. Through the first half of 2006, prices have risen
substantially and are on pace to increase by 4.7 percent for the year, a figure which would easily
surpass that observed in each of the past 6 years. Similarly, historic employment growth has typically
been more robust in the first half of an expansion than in the second half. Recent data demonstrate that
employment growth in 2006 has been healthy, but has fallen behind the pace observed in both 2004
and 2005. These indicators alone are not harbingers of an imminent economic slowdown, but they do
suggest that the current U.S. expansion, if it behaves as those have in the past, may be tiring.

At the regional level, the economy continues to expand. However, there is also evidence that the
region’s economy may be switching to a lower gear. For example, the unemployment rate recently
increased from 2.9 percent in May to 3.3 percent in June. Although that rate is still low by any
standard, the increase is the first in six months and the largest in two and a half years. In addition,
growth in federal spending appears to be slowing. Because of the region’s strong federal government
dependency (about a third of the region’s economy is driven by federal spending) a slowdown in the
region’s share of those funds could significantly dampen economic growth. Finally, residential
building activity, one of several key drivers in the region’s recent growth, has slowed dramatically.
The region’s economy has been among the nation’s healthiest for several years. However, risks
associated with a potentially slowing U.S. economy, diminished federal spending, and a cooling
construction industry are cause for a moderation in future growth expectations for the region.

Loudoun County continues to be one of the nation’s strongest local economies. Loudoun added 6,100
jobs in 2005, a 5.3 percent increase that exceeded all but 48 of the nation’s largest 320 counties.
Unemployment, which was reported at 1.9 percent in June, qualifies Loudoun County as one of only
four counties in the U.S. with an unemployment rate below 2 percent. Despite these favorable
indicators, Loudoun has its areas of concern. Among them may be a slowdown in commercial and
residential development. Already, the number of building permits issued in Loudoun County is well
below recent norms. Like the region, Loudoun’s residential permitting activity is on a pace to be the
slowest in ten years. Coincidentally, commercial vacancy rates have now increased for two quarters.
These trends suggest that the construction industry’s contribution to local economic growth,
responsible for 15 percent of that growth since 2001, may wane. Fortunately, Loudoun’s diverse
economy is well positioned to continue expanding in the face of an aging and potentially slowing U.S.
economic expansion, but expectations of increases in Loudoun’s meteoric rate of growth in that
environment are probably unrealistic.
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Recent Trend: INCREASING

Total U.S. output growth slowed considerably in
the second quarter, occurring in every major
category including consumption, investment, net
exports, and government spending. Though still
positive, growth in consumption was well below
its historic average. A slump in consumption
could hamper future growth as that component
comprises 70% of economic activity.

Recent Trend: INCREASING

After a brief pause, inflationary pressure returned
in the second quarter of 2006. Price growth
exceeded the 15-year average for each of the
four months ending in June. Prices are on pace
to increase by 4.7% in 2006, a figure which is
higher than the annual total for any of the past 6
years. Recent price growth was led by increases
in energy, transportation, and medical costs.

Recent Trend: INCREASING

Retail sales rebounded sharply in July, increasing
by 1.4%. Growth was strongest in autos,
electronics, building supplies and gasoline.
Despite July's strong showing, retail sales growth
slowed in the second quarter, growing only
modestly in May and declining in June. July's
strength is encouraging, particularly given recent
weakness in consumer sentiment.

Recent Trend: UNCLEAR

The average unemployment duration increased
to 17.1 weeks in July 2006. That measure has
recently flattened, ending a two-and-a-half year
downward trend. A reversal of this trend may
rattle consumer sentiment as workers become
less secure about their job prospects. The
current unemployment duration remains higher
than the 50-year average of 13.4 weeks.

Recent Trend: UNCLEAR

Consumer sentiment recovered from a sharp May
decline and hovered near 85 in June and July.
Despite the recent advance, consumer sentiment
has trended downward for about a year and has
declined for five of the last seven months. That
slide has been driven by persistently higher
energy prices, a cooling housing market, and
concerns about increasing geopolitical unrest.

Recent Trend: INCREASING

Aside from a modest pullback in the AAA rate,
interest rates have steadily increased throughout
2006. In some cases those rates are nearing 2-
year highs. Interest rates are rising in part due to
the Federal Reserve's policy of steadily
increasing the Federal Funds rate. Higher rates
may impact consumption as credit card
payments, mortgages and other costs will rise.
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Regional and Local Indicators
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Unemployment Rate 9.0% Recent Trend: UNCLEAR
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Total Employment 20% Recent Trend: INCREASING
Loudoun added 6,300 jobs in 2005, increasing by
15% STy 5.3%. Loudoun's employment growth was the
10% 4 48th fastest among the nation's largest counties.
In terms of employment, Loudoun now ranks as
5% 1 the 225th largest county in America. The region
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Residential Bldg. Permits 225% Recent Trend: DECREASING

Locally, regionally, and nationally, growth in
building permits has slowed. In Loudoun, 938
permits were issued in the second quarter, the
75% 4 slowest second quarter since 1996. Regionally,
7,700 permits were issued, the slowest rate since
1995. Slowing residential development may
impact tax revenue growth for Loudoun and other
property tax dependent counties.
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Leading Indicators 150 Recent Trend:
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Average Weekly Wages $1,800 Recent Trend: INCREASING
$1.600 Average weekly wages in Loudoun County
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Loudoun's Vacancy Rates 30% Recent Trend:
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Summary

Recent Trend: INCREASING

Total federal spending in the second quarter of
2006 was 2.4% higher than the same period in
the previous year. Although still positive, growth
in these expenditures has slowed significantly. A
continued deceleration in those funds would be
concerning as Loudoun has 2,300 federal
workers within its borders and obtains an
estimated 9% of its wages from federal sources.

Recent Trend: INCREASING

Total federal defense spending increased by a
modest 2% in the second quarter of 2006.
Growth in these expenditures has slowed
substantially for over a year. Loudoun receives
about 0.4% of all federal defense spending,
however, Loudoun's share has recently declined.
Continued growth in federal spending is
beneficial to Loudoun as it fuels high wage jobs.

Recent Trend: INCREASING

Loudoun's retail sales jumped in the first quarter
as compared to the same period in the previous
year. Loudoun's retail sales growth outpaced all
but 21 of Virginia's jurisdictions in that period.
Loudoun's retail sales, which are rapidly
approaching $1 billion per quarter, have nearly
eclipsed those of Prince William County and are
about a third of those in Fairfax County.

Recent Trend: DECREASING

The average price of homes sold in Loudoun in
the first quarter of 2006 was $603,000, a 12%
drop from the previous quarter. That decline was
the first in 3 years and the largest in 5 years.
Regional and national prices increased by 22%
and 13% in the period, respectively. These
declines may indicate that a cooling in the
housing market may be more pronounced locally.

Number of Indicators
7

Current Distribution of Indicators

Unclear
31%

Favorable
44%

For more information on this publication, please contact Sean LaCroix at sslacroix@yahoo.com
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